The methodological assumptions underlying international comparisons of levels and trends in inequality are discussed, starting with the choice of the evaluative space.
become common in analysis that informs policymaking: measures of income distribution are featured among the indicators of social cohesion agreed by the European Union to monitor the performance of member countries (Atkinson et al., 2002) , and one of the first charts of the 2006 World Development Report ranks nations by the Gini index of income (or expenditure) to show that 'Africa and Latin America have the world's highest levels of inequality ' (World Bank, 2005, Figure 2.9, p. 39 ; the underlying data are reported in Table 1 ).
[Insert Table 1 about here]
Focal variable.-As Sen suggests, the relative advantages and disadvantages that people have, compared with each other, can be judged in terms of many different variables, e.g. their respective incomes, wealths, utilities, resources, liberties, rights, quality of life, and so on. The plurality of variables on which we can possibly focus (the focal variables) to evaluate interpersonal inequality makes it necessary to face, at a very elementary level, a hard decision regarding the perspective to be adopted. (Sen, 1992, p. 20) .
Pareto saw the distribution of income as a reflection of the natural distribution of abilities among persons, while Kuznets regarded its evolution as one of the characteristics of the process of economic growth; but they both agreed that the focal variable should be income. However, other dimensions of economic inequality are relevant in international comparisons. Earnings dispersion and differences in employment rates capture inequality in the labour market. Wealth may be seen as an indicator of the capacity to face adverse events or of the power to control the resources of the society. The standard of living is much influenced by non-monetary aspects, such as a person's health status or human capital -as stressed by the 'capability approach' advocated by Sen (1992) .
In this article, the focal variable is taken to be income, the most common indicator of (current) economic resources in rich countries. Expenditure is an alternative variable often used, especially in less developed countries. The World Bank (2005, Table A2, pp. 280-1) reports income-based Gini indices for 22 of the 27 high-income economies for which the statistics are available vis-à-vis 20 of the 60 middle-income economies and only one of the 39 low-income economies. Mixing income-based and consumption-based statistics confounds international comparisons, as income tends to be more unequally distributed than expenditure-and to an extent that varies considerably from country to country (for example, World Bank, 2005, Box 2.5, p. 38).
Wealth (net worth) is much more concentrated than income. Moreover, international comparisons of net worth are very problematic (Wolff, 1996; Davies and Shorrocks, 2000) as the assembling of cross-nationally comparable databases on household net worth is still in its infancy (Sierminska, Brandolini and Smeeding, 2006) .
Methodology. -International comparisons of income inequality crucially depend on the underlying measurement assumptions. This has been known at least since Kravis (1962) and Kuznets (1963) and has received growing attention from the mid-1970s (for example, Atkinson, 1974; Sawyer, 1976; Lydall, 1979) . However, it was not until the assembling of the cross-nationally comparable database of the Luxembourg Income Study (LIS) that the impact of these assumptions was fully understood (Smeeding, 2004) . Differences in methodology arise in the definition of income, the choice of the recipient unit, the quality of underlying sources, the treatment of individual data (O'Higgins, Rainwater and Smeeding, 1990; Atkinson, Rainwater and Smeeding, 1995; Smeeding, 1997, 2000; Atkinson and Brandolini, 2001 ).
Income definitions differ in comprehensiveness, as certain income sources like capital gains, imputed rents on owner-occupied dwellings, or home production may or may not be included. There are also widespread differences in the treatment of taxes (and social security contributions), as income may be taken before taxes, before taxes but after allowing for tax deductions, or after taxes. The definition of income may be augmented to include the imputed value of public in-kind benefits for education, health care and housing or to deduct indirect taxes. Moreover, income may be measured over a variety of time periods: the reference is often the year, but in some cases it is some 'current' period (for example, the most recent pay period for earnings in household surveys for the United Kingdom) and then the annual amount must be estimated.
The reference unit may be the household, the related or extended family, the tax unit, or the individual income earner. Information obtained from income tax records typically relates to the tax unit only, while sample surveys generally provide data for all members of a household. The total income may be adjusted for the size and the composition of the reference unit by dividing by an equivalence scale. Indeed, not adjusting income implies that the welfare achievable in a household with a certain income is independent of the number of its occupants. At the other extreme, taking income per capita amounts to an assumption that no economies of scale arise from cohabitation and that people do not differ in their needs. Diversity in definitions is not the only factor that affects the comparability of income inequality statistics. There are also differences in the nature of the data source, the most important distinction being between sample surveys and administrative archives. Data may cover the whole population or only the household population, excluding people living permanently in institutions like boarding houses, nursing homes for the elderly, prisons, or military bases. Administrative data reflect the purposes for which they were collected. Even when sources have the same nature, they may considerably vary in quality, through differences in the response rate, the under-reporting of certain income components, or the coverage of the bottom and the top of the distribution. Lastly, significant differences can originate in the way data are processed. For example, the Gini index may be computed from micro-data or from observations grouped by income classes. When the ranking of observations is based on a variable different from that of concern, say before-tax income instead of after-tax income, measures of inequality are understated.
All these factors influence international comparisons of income inequality, as shown for instance by Buhmann et al. (1988) with regard to equivalence scales and by Smeeding et al. (1993) with regard to the inclusion of in-kind public benefits. These differences need to be kept in mind when making international comparisons. While perfect comparability is not achievable, it is important to raise the ratio of signal to noise by minimizing data and methodological differences across nations (Gottschalk and Smeeding, 2000) .
Relative Inequality Levels. - Figure 1 compares the distribution of equivalent disposable income among persons in 32 nations for various years around the turn of the 21st century, or for the most recent year available in the LIS database. Disposable income is defined as the sum of wages, salaries and earnings from self-employment, cash receipts from property, private pension schemes, alimony and child support, public transfer payments (retirement pensions, family allowances, unemployment compensation, and welfare benefits) less income taxes and social security contributions. Observations are top and bottom-coded in order to reduce the influence of anomalous income values. Total household income, the sum over all household members, is divided by a simple equivalence coefficient (the square root of the household size) and then attributed to each person in the household. Gottschalk and Smeeding (2000) .
Figure 1 reports, for each country, the ratio to the median of the income of a person at the tenth percentile (P10 or 'low income') and a person at the 90th percentile (P90 or 'high income'). P10 and P90 provide some indication of how far below or above the middle of the distribution the poor and the rich are on the continuum of income. The ratio between P90 and P10, the 'decile ratio', is a measure of the gap between the rich and the poor. While these statistics refer to specific points of the distribution, the Gini index measures inequality across the entire distribution. For non-negative values, it varies between zero (perfect equality) and one (maximum inequality).
There is a wide range of income inequality among the nations of Inequality differs much more across middle-income than high-income economies.
While Estonia, Russia and Mexico show a very unequal distribution of income, the other five countries, all from Eastern Europe, exhibit moderate or low levels of inequality. The shape of the income distribution was noticeably different even in the mid-1980s across these formerly planned economies, with Czechoslovakia showing the least inequality and the Soviet Union the highest (Atkinson and Micklewright, 1992) .
In Figure 1 , countries are arranged within the two categories of high-income and middle-income, by the decile ratio, from lowest to highest. This country rank order does not need to coincide with that based on the other statistics reported: P10, P90 and the Gini index.
For instance, Sweden shows the second highest P10 but the seventh lowest Gini index. This follows from the fact that the Swedish at the 90th percentile is less close to the middle than the equivalent person in Denmark, Finland or the Slovak Republic. (These differences should not be overstressed, as they are small and likely to be within the bounds of sampling error.)
The rankings of countries in international comparisons depends on which part of the distribution is analysed, for example, the bottom with P10 or the top with P90, or in the way Redistribution. -Every nation's tax and benefit system reduces market income inequality, but not all are equally effective in doing so. The efficiency with which nations accomplish this redistribution may vary over time as well as space. A common measure of the level of redistribution is represented by the difference between the Gini index for market incomes, that is, before public transfers are added and taxes and social security contributions are deducted, and the Gini index for disposable incomes. This difference provides only a first estimate of the actual impact of public redistribution, as it ignores how market income inequality would be different if there were no taxes and benefits. Table 2 shows the extent of redistribution in 16 countries using LIS data.
[Insert Table 2 about here]
In all nations disposable incomes are more equally distributed than market incomes, suggesting that the tax and benefit system narrows the overall distribution. On average, inequality falls by about a third, from a Gini index of 44 to one of 29 per cent. Cross-country variation in original inequality is wider than after redistribution: the Gini index ranges from 33 to 52 per cent for market incomes, and from 23 to 37 per cent for disposable incomes. The
United States has the highest inequality of disposable incomes, although the dispersion of market incomes is on the high side but not far from most other countries; it is as high as in The real P10 and P90 are then recomputed as a fraction of the US median real income. These comparisons are very rough indicators of differences in 'real living standards'. First, the conversion to real income across countries and time is sensitive to the PPP and consumer price indices used. Second, the PPPs are computed for national accounts, which are intrinsically different from survey data (Deaton, 2005) . For instance, the ratios of total survey incomes to GDP aggregates vary considerably across these countries. Thus, countries with surveys that capture less of national income appear to have much lower mean living standards than countries whose surveys or administrative records capture a larger share of that income. Third, it is questionable that the same conversion factor should be applied across the entire distribution. Lastly, real income does not account for goods and services such as education and health care that are provided at different prices and under different financing schemes in different nations. As low-income citizens in some countries need to spend more out of pocket for these goods than do low-income citizens in other countries, their living standard is relatively lower than that measured by PPP-adjusted income.
The living standard of the median German or Belgian appears to be 72 per cent of that of the median American; but the living standard of poor Germans and Belgians is just above that of their American counterparts, 38-39 per cent against 37 per cent of the US median.
Low-income people in Denmark, Norway, Switzerland and, especially, Luxembourg are much better off than elsewhere. In all southern European countries but also, to a lesser extent, in Australia, Ireland and the United Kingdom, the living standards of low-income households were lower than in the United States. Of course, they are a great deal lower in all middleincome economies. At the other extreme, the rich Americans far surpass the rich in any other nation observed, save for the Luxembourgers.
Long-Run Trends in High-Income Economies. -Movements of inequality over time
follow irregular trajectories rather than smooth profiles, with more substantial changes often concentrated in few episodes (Atkinson, 1997) . Some causes are common to many countries, such as the spreading of skilled-biased technologies, the greater world economic integration, or the aging of population in more recent decades; some others are more specific to national experiences, typically changes in tax-and-benefit systems but also modifications in institutions such as wage setting policies. The evolution of inequality reflects the joint working of these factors, which sometimes balance out and sometimes reinforce each other, making it an arduous task to disentangle common trends from idiosyncratic variations.
Moreover, changes in data collection and statistical methodology interrupt the continuity of time series. Therefore, the interpretation of long-run movements needs to allow for the patchwork nature of the evidence. In summary, national experiences vary and there is no one overarching common story.
However, there was a general tendency for the disposable income distribution to narrow until the mid-1970s. Some increase in inequality was experienced by most nations in the 1980s to the 1990s, but its timing and magnitude differed widely across countries. In particular, there was and is no regression to the mean pattern of change in the United States, which began with the most inequality in the late 1970s and has increasingly pulled away from the other nations through the early years of the 21st century.
These observations mainly relate to disposable incomes. In the six countries for which data are available (Canada, the Federal Republic of Germany, Finland, Sweden, the United Kingdom and the United States), movements in market income inequality appear to be more synchronous, with a rise in the 1980s followed by stability thereafter. Changing public redistribution appears to be an important determinant of the time pattern of the inequality of disposable incomes. If we take, as before, the absolute difference between Gini indices, the redistributive impact of taxes and transfers initially increased and then stabilized or dropped in all countries except for the United States, where it remained quite stable over time. 
